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Key Changes for the Business of Commercial Banks in
Vietnam under the Draft Law on Credit Institutions

Key Takeaways:

The National Assembly of Vietham is reviewing the draft new Law on Credit Institutions which
proposes significant changes to the banking industry in Vietnam, including changes in the
business operations of commercial banks.

The proposed changes in the business operations of commercial banks include allowing the
use electronic means throughout the entire process of granting loans to customers,
introducing the concepts of “payment agents” and “treasury services,” while removing asset
management and consultancy services from banks.

For branches of foreign banks in Vietnam, the bill eliminates the requirement for prior
approval from the State Bank for any organizational or governance changes of the branches
(which were previously approved by the State Bank when the branch applied for its license
from the State Bank).

Key Changes in the Bank Bill

The Vietnam’s National Assembly (“NA”) is holding its regular semi-annual session (5" session of the
15™ |egislature). One of the tasks of the NA for this session is to review the draft Law on Credit
Institutions (“Bank Bill”) which, once ratified by the NA, will replace the existing Law on Credit
Institutions of 2010 (amended in 2017) (“LCI”).

The Bank Bill proposes significant changes, including:
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€) Changes in corporate governance of [local] banks which are aimed at reducing adverse
impacts on cross-ownership (i.e., an individual or a group of individuals using cross-
investment tactics or nominees to own a bank beyond the statutory ownership thresholds) or
conflicts of interest;

(b) Intervention measures in troubled banks in the forms of early intervention measures, special
controls, M&A, backstop and special loans;

(c) Coadification of the provisions from Resolution No. 42/2017/QH14 of the NA dated 21 June
2017 on pilot policies for settlement of bad debts (e.g., sales of bad debts, foreclosure of
mortgaged assets, etc.);

(d) Changes to the business activities of commercial banks; and

(e) Expanded powers of regulators such as the powers of the State Bank of Vietnam (“SBV”) in
conducting investigation into banking violations and of the Ministry of Finance in conducting
inspection into violations in security- and insurance-related activities by banks.

This article introduces the main changes in business activities of commercial banks (within the scope
of this article to include wholly foreign-owned banks and branches of foreign banks in Vietnam) as
proposed under the Bank Bill.

Key Changes for the Business of Commercial Banks

The proposed new changes include the following:

No. Changes Explanations and Comments

1 Use of electronic means throughout the This change provides a legal basis for
entire process of granting credits to commercial banks to provide loans through
customers.! electronic channels such as websites or mobile

apps. The loan assessment and granting
process will be conducted entirely online,
eliminating the need for physical paper
documentation as in traditional loans.

2 Introduction of a new payment method Payment agents help banks to serve the
through “payment agents” who/which are latter’s customers who are in remote areas or
appointed by banks to provide payment do not have bank accounts. It is still unclear as
services (including deposit, withdrawal to the requirements for an eligible payment
and remittance of money) on behalf of the | agent.
banks.?

3 Addition of “treasury services” (including The Bank Bill allows a commercial bank to
cash collection and payment, cash provide treasury services to other credit

1 Article 93.3 of the Bank Bill.

2 Id., Article 105.2.
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No. Changes ‘ Explanations and Comments

counting, classification, storage and institutions.
transportation) to other credit institutions.®

4 Removal of the services of “asset The drafting board explains that the primary
management” and “consultancy of reason for the removal is to distinguish the
corporate finance, business acquisition, business activities of a commercial bank from
sale, consolidation and merger and those of an investment bank (which are
investment.”® securities and fund management firms in

Vietnam).

5 Introduction of pilot policies on banking The government will issue a decree detailing
products utilizing new technologies (e.g., the policies within a sandbox framework.
application programming interface or API,
blockchain, big data, and intelligent
analytics, etc.).

It is important to note that the SBV is mandated to issue its guidance on the changes mentioned in
Items 1 and 2 above. In other words, these activities can only commence after the SBV has issued its
guidance. Furthermore, the Bank Bill does not regulate the activities of fintech companies. It appears
that the activities of those companies will be governed under the government’s decree on the
sandbox framework.

Interesting Changes to Branches of Foreign Banks in Vietham

The Bank Bill introduces a major change regarding the organization and governance of a branch of a
foreign bank in Vietnam. Currently, under Article 89.1 of the LClI, a foreign bank must “decide on the
organizational structure, governance and administration of its branches in Vietham in accordance with
the laws of countries in which it is headquartered and with this Law regarding organizational structure,
governance, administration, and internal control and audit, and [such decision] must be approved by
the State Bank in advance before implementation” (emphasis added). The Bank Bill removes: (i) the
requirement for compliance with the laws of the host country where the foreign bank is situated; and
(i) a prior approval from the SBV for the organizational structure and, governance and administration
of the branch(es). Specifically, the new clause in the Bank Bill which replaces Article 89.1 reads: “The
foreign bank shall decide on the organizational structure and governance of its branches in Vietham
in accordance with the provisions of this Law on administration, internal control, and audit.”®

It appears that the foregoing-mentioned change will automatically take effect when the Bank Bill
comes into force without the need to await guidance from the SBV. In its explanatory notes, the

3 Id., Article 106.1.

4 Avrticle 106 of the CIL.

5 Id., Article 107.2.

6 Avrticle 89.1 of the Bank Bill.
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drafting board explains the reasons for the change are as follows:

€) Needs to change in the organizational structure of a branch of a foreign bank could happen
anytime. It is impractical for the SBV to review and approve every single request for a change
as long as the change is in compliance with Viethamese laws; and

(b) The SBV does not approve a similar change? for other banks. The removal is, thus, to ensure
consistency in the SBV’s policies.

Looking Ahead

This session of the NA is for congress members to provide comments on the Bank Bill. The adoption
of the Bank Bill is scheduled for the next session of the NA, which will take place at the end of 2023. It
is important to note that there may be changes to the bill before its adoption. Please stay updated
with us for the latest developments on the Bank Bill.

If you have any questions or comments, please feel free to reach out to us. We are pleased to assist.

7 It is worth noting that the change proposed under the Bank Bill covers changes to the organizational
structure and governance of a branch of a foreign bank (e.g., numbers of functional departments or
sections within the branch) only. Other changes, for example, appointment or replacement of a specific
general director or director of the branch still needs to be registered with and approved by the SBV.
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About Indochine Counsel

Established in October 2006, Indochine Counsel is a leading commercial law firm in Vietham. Our
firm is ideally positioned to assist international investors and foreign firms to navigate the legal
landscape in one of Asia's most dynamic and challenging countries. We also take pride in our
services offered to domestic clients in searching for opportunities abroad. With over 45 lawyers many
of whom have been trained abroad and staffs in two offices, Ho Chi Minh City and Hanoi, Indochine
Counsel offers expertise in a dozen practice areas and provides assistance throughout the entire life
cycle of your business.

Indochine Counsel represents and advises clients on all legal aspects in the following major areas of
expertise:

Anti-trust & Competition Labour & Employment

Banking & Finance Litigation & Dispute Resolution

Corporate & Commercial Mergers & Acquisitions

Energy, Natural Resources & Infrastructure Real Estate & Construction

Intellectual Property Securities & Capital Markets

Inward Investment Technology, Media & Telecommunications

A full list of partners, associates and other professionals is available on our website.
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Contact Us

For further information or assistance, please contact the following Indochine professionals:

& Nguyen Quoc Vinh

m. Senior Counsel
E vinh.nguyen@indochinecounsel.com

Ho Chi Minh City Hanoi
Unit 305, 3rd Floor, Centec Tower Unit 705, 7th Floor, CMC Tower
72-74 Nguyen Thi Minh Khai, District 3 Duy Tan Street, Cau Giay District
Ho Chi Minh City, Vietham Hanoi, Vietham
+84 28 3823 9640 +84 24 3795 5261
+84 28 3823 9641 +84 24 3795 5262
info@indochinecounsel.com hanoi@indochinecounsel.com

www.indochinecounsel.com

This Special Alert is designed to provide our clients and contacts with general information of the relevant topic for
reference only, without the assumption of a duty of care by Indochine Counsel. The information provided is not
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